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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


1985 1986 1987 
Domestic 
Population (millions) 
Population Growth (%) 
GDP (1) 
Coffee Production (2) 
GDP Growth (%) 


Prices, Credit, & Money Supply 

Money Supply M1 (3) 14. 
CPI (% change) 1. 
Credit to Public Sector (net) (3) 3. 
Credit to Private Sector (3) 14. 
International Coffee Prices (4) 102. 


Government Finance 

Total Revenue and Grants (3) 
Total Expenditure (3) 
Budget Deficit (3) 


Debt Service (% of exports) 
Foreign Exchange Reserves, net 
in months imports cif 


Average Exchange Rate 
(Rwandan francs per US$) 


U.S.-Rwandan Trade (Actual) 
U.S. Exports to Rwanda 


5.7 
U.S. Imports from Rwanda 6.7 


U.S. Bilateral Aid (Developmental 18.2 


Principal U.S. Export (1989): Used Clothing, Concentrated milk 
Principal U.S. Import (1989): Arabica Coffee 


1) at 1985 constant prices, billions of Rwandan francs; 2) thousands of metric 
tons; 3) billions of Rwandan francs, end of period; 4) U.S. cents per pound, 
mild Arabica; *estimate; **January to June 1989; ***including official 
transfers. 


Sources: IMF, World Bank, Government of Rwanda, BNR, Embassy estimates 





SUMMARY 


Despite ongoing efforts at diversification, the Rwandan economy 
remains heavily dependent on coffee exports and foreign aid, and 
will probably rely on these for years to come. In 1988 Rwanda 
continued to suffer the serious economic difficulties that have 
beset the country since world coffee prices began to slide in 
late 1986. Under the combined impact of weak international 
coffee prices and a steadily appreciating currency, the Rwandan 
economy contracted, with GDP declining by 2 percent, and the 
trade deficit widened by about 6 percent, to over $160 million. 
Foreign exchange holdings were drawn down to finance imports and 
fell by about 30 percent. However, Rwanda benefited in 1988 from 
an increased infusion of foreign aid, including a $24 million 
grant from the Lome Convention’s STABEX Fund to help offset 
coffee losses. This helped to reduce the budget deficit, which 
currently stands at about $108 million. The external 
debt-service ratio remained virtually unchanged at about 14 
percent of export earnings. 


While sensible and conservative fiscal and monetary policies have 
succeeded in preserving low inflation rates and in reducing the 
level of government expenditures, Rwanda’s trade and industrial 
policies have tended to aggravate its economic problems. In an 
attempt to redress the trade deficit, the Government of Rwanda 
(GOR) clamped down on imports late in 1987. This has had an 
adverse impact on domestic industry, which is dependent on 
imported raw materials and on government revenues, 40 percent of 
which are derived from import duties. Coffee subsidies have cost 
the government of Rwanda dearly. Since 1986 the GOR has kept 
producer prices for coffee unchanged at 125 Rwandan francs (FRW) 
per kilogram. This policy has been aimed at establishing 
production incentives and ensuring a reasonable income for 
producers. However, the world market price for coffee has 
declined sharply since 1987, and the current price is below the 
Rwandan producer price. Over the some period the Rwandan franc, 
which is pegged to the Special Drawing Right (SDR), has 
appreciated in real terms, particularly vis-a-vis the dollar in 
which coffee exports are denominated, and the GOR earns fewer and 
fewer francs for each bag of coffee sold. The total loss on 
coffee sales for 1987-89 has been estimated at $100 million. 


Prospects for 1989 are dim. In July 1989, with the collapse of 
the International Coffee Organizatin’s coffee export quota 
system, world coffee prices fell dramatically to nearly one-half 
of the average 1988 price. Poor weather conditions and 
mismanagement of pesticide imports resulted in significant 
decreases in the quantity and quality of the 1989 Rwandan coffee 
crop. With population increasing at an annual rate of 

3.7 percent, demographic pressures have intensified and contri- 
buted to continued soil erosion and increased fragmentation of 
smallholder plots in the agricultural sector. There is currently 
little commercial/manufacturing activity to take up the slack 
from lost agricultural export revenues. Rwanda’s manufacturing 
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base remains limited to a few basic products for internal consump- 
tion, and the development of new industries is limited by the 
small size of the domestic market, poor integration of the 
regional market, lack of natural resources, underdeveloped 
entrepreneurial and managerial skills, and transport problems. 


Despite its current economic difficulties, Rwanda enjoys 
important advantages that remain to be exploited. These include 
a stable government, a well-managed economy, a central location 
on the African continent (Rwanda borders Zaire, Tanzania, Uganda, 
and Burundi, and is close to the Kenyan market), a good road 
system, and breathtaking natural scenery (nature parks are well 
tended and take up 10 percent of national territory). Long-run 
prospects for the Rwandan economy are most promising for the 
development of more diversified agro-industry, perhaps targeting 
the European winter fruit and vegetable market, tourism and 
services, particularly for the transshipment of goods to 
neighboring countries. Opportunities exist for U.S. investment 
in the tourism and agro-industrial sectors. 


NATIONAL INCOME AND PRODUCTION 


Agriculture 


Agriculture is the backbone of the Rwandan economy, and the 
small-scale farmer is the central point of reference for national 
economic policy, which seeks primarily to develop the 


agricultural sector. Agriculture accounts for almost one-half of 
total output, and for employment of about 93 percent of the 
active labor force. Over 95 percent of export earnings are 
derived from the sale of Arabica coffee and tea. 


The overwhelming majority of Rwandans "live on the land" and 
engage in small-scale subsistence production of food crops such 
as potatoes, beans, rice and bananas. Bananas are the most 
important food crop and account for about one-half of total food 
crop production. A large part of banana production is used to 
make beer. Average family holdings are about 1 hectare in size. 
Agriculture in Rwanda is labor intensive. Farmers use 
traditional means of cultivation and rudimentary nonmechanical 
farming tools. Constraints on production include soil erosion, 


poor land management, and inadequate storage and marketing 
facilities. 


Food production has become a major preoccupation of the Rwandan 
Government due to increasing pressures on available arable land 
and a rapidly expanding population. Rwanda’s successes to date 
in keeping its population fed largely through domestic production 
are becoming increasingly difficult to sustain. The government, 
with the assistance of a variety of donors, has placed a high 
priority on intensifying production of foodstuffs and self- 
sufficiency in food production through improved application of 
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technology. An ambitious new effort is directed at terracing the 
slopes of Rwanda’s thousand hills to increase agricultural 
production. 


Coffee is grown by about 600,000 smallholders, who through 1989 
received a guaranteed price of 125 FRW (about $1.60) per kilo. 
When market prices hit a low of approximately 70 cents per pound 
in August 1989, this subsidy entailed a loss by the government of 
about $1,600 on each ton of coffee sold. The GOR appears to be 
moving away from subsidies for the coming year, and it is quite 
likely that many Rwandan growers will switch to more profitable, 
less demanding crops if world prices remain low. Coffee produc- 
tion in the 1988-89 harvest was approximately 35,000 tons, down 
over 20 percent from the previous year. 


The world tea market improved somewhat in 1988, and Rwandan tea 
producers, including the American-owned SORWATHE, turned their 
first profit in several years. In 1988 tea accounted for roughly 


15 percent of export earnings, with a total production of 12,300 
metric tons of dried leaf. 


The Rwandan Government is attempting to temper the effect of 
depressed markets for its two principal export cash crops by 
encouraging the production of alternatives such as sunflowers, 
and fruits and vegetables for the European winter market. This 
production is still relatively small in scale, however, and is 
handicapped by a lack of air transport facilities to reach the EC 
market. In the short run, it cannot be counted onto 
significantly ease the country’s balance-of-payments problem. 


Manufacturing 


Rwandan’s manufacturing sector, which generates approximately 16 
percent of GDP, remains small in scale and dominated by the 
production of basic goods (import substitutes) for internal 
consumption. A recent study identified only 34 major 
manufacturing enterprises engaged in the production of products 
such as beer, soft drinks, cigarettes, hoes, wheelbarrows, soap, 
and cement. Virtually all Rwandan manufacturing enterprises 
depend on imported raw materials. 


Growth of the manufacturing sector is vital to a revival of solid 
economic growth rates, the diversification of the country’s 
export base, and the provision of nonagricultural employment 
opportunities. The government, with the encouragement of such 
donors as the U.S.Agency for International Development (USAID) 
and the U.N.Development Pprogram (UNDP), is exploring ways to 
promote increased investment in productive manufacturing 
enterprises, particularly small and medium-size businesses. A 
new investment code went into effect in 1987, with the aim of 
simplifying investment procedures and offering a wider array of 
incentives. Import tariffs have been rationalized, export duties 
eliminated on most products, and the government has been 
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examining reforms in the tax structure affecting businesses. 
However, restrictive import controls instituted in 1987 and 
reinforced in 1988 pose a serious problem to this sector, which 
depends on imports for 70 percent of its inputs. 


As part of these reform efforts, the Government of Rwanda has 
sought to improve the performance of parastatal manufacturing 
enterprises. It has decided to privatize four of these 
(Impremerie Nationale, STIR, RWANDEX, and SONATUBES). 


The success of these reforms will be limited by a number of 
factors: the domestic market for almost all manufactured 
products is extremely small; regional markets are poorly 
integrated; credit for capital expansion and operating expenses 
is scarce; the country suffers from a serious lack of managerial, 
entrepreneurial, and technical expertise; and the lack of natural 
resources and consequent import dependency of most manufacturing 
activities raises production costs beyond competitive levels. 


Mining and Energy 


Virtually all mineral production ceased in 1987, due to poor 
world market prices. However, in 1988 production recommenced, 
albeit on a small scale, with a total of approximately 30,000 
metric tons of beryl, cassiterite, gold, and wolfran. 


Rwanda’s two principal sources of energy are hydroelectirc power 
and methane gas that is extracted entirely from Lake Kivu on the 
eastern border with Zaire. Total reserves of natural gas are 
estimated at 63 billion cubic meters. In 1988 the parastatal, 
Electrogaz, produced 125 million kilowatt hours of electricity (a 
15 percent increase over 1987) and approximately 903 million 
cubic meters of natural gas were extracted from Lake Kivu (a 

5 percent drop from 1987 levels, attributed to technical 
problems) . 


Rwanda imports refined oil to meet all its energy requirements in 
the transportation sector. Petroleum products are imported and 
distributed by PETRORWANDA, a parastatal controlling 30-40 
percent of the market, and four other private importers. Imports 
increased 4 percent in 1988 to reach 100,000 tons. Despite 
falling gasoline prices over the last four years, pump prices 
have remained constant. In 1986, a Road Fund was set up to 


finance road maintenance from a newly introduced tax of 8 FRw per 
liter. 


Commerce and Tourism 


Commercial enterprises, restaurants, and hotels constitute an 
important subsector of the Rwandan economy, accounting for 
roughly 14 percent of economic output. Commerce, particularly 
the import-export trade, continues to be dominated by 
expatriates. The government’s policy is to encourage greater 
Rwandan participation in the commercial sector, in the hope that 
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expatriate and foreign investors will devote more resources to 
manufacturing activities. To some extent, this policy is being 
implemented by limiting the level of imports available for Indian 
and Pakistani traders. 


The Rwandan Government is pinning great hopes on the growth of 
the country’s tourism sector to fuel future economic expansion 
and reduce dependency on primary agricultural exports. Tourism 
in Rwanda centers around the country’s population of mountain 
gorillas, hiking opportunities in the volcano park, and a wild 
game preserve. The country’s tourism prospects are boosted by a 
modern airport, several excellent hotels and restaurants, and 
good communications and internal transportation infrastructures. 
In 1987 (the most recent year for which data are available), 
tourism contributed approximately $2.3 million in foreign 
exchange earnings to the economy (excluding black market 
transactions), a figure that should continue to increase as 
Rwanda develops its expertise in tourism management and as the 
country’s reputation as a tourist destination grows. The 
American Embassy in Kigali has noted a steady increase of 
American tourists to Rwanda over the past several years. 


Transportation and Communications 


Rwanda’s geographical isolation will continue to be a major 
constraint to economic development. Most of Rwanda’s imports and 
exports pass over a 1,000 plus mile road to the Kenyan port of 
Mombasa, or the Tanzanian port of Dar Es Salaam. Because of high 
transport costs, c.i.f. import costs are typically 30 percent 
higher than f.o.b. prices. Rwanda has no railways. Periodic 
blockages of overland routes due to political or weather 
conditions prompted the government to purchase a cargo Boeing 707 
jet in 1978, which now flies primarily to Europe and Mombasa. 
Rwandan officials complain of difficulties finding cargo space 
for Rwandan agricultural exports on commercial flights to Europe, 
because the limited space available is usually taken up by Kenyan 
exports. 


Although the country’s external commercial ties are limited by 
the problems of isolation and transportation, the internal system 
of paved roads is excellent, and new road construction and 
improvement projects are continually under way. Kigali is linked 
to eight of the nine outlying prefectural capitals by paved 
roads. Kigali has an excellent international airport with direct 
links to Brussels, Paris, Moscow, Kampala, Nairobi, Dar Es 
Salaam, Bujumbura, Addis Ababa, and Douala. 


Rwanda’s communication links with the outside world are among the 
best in Africa. The Ministry of Transport and Communications 
launched a new automated telephone system in 1987, and direct 
dialing is now possible to Europe, North America, and East African 
capitals. As of July 1989, direct dial service from the United 
States to Rwanda is available. Internal telephone links are 
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reliable, and telex and telefax facilities are available. Rwanda 
has no television, and few printed journals. Radio is the most 
popular mediun. 


PUBLIC FINANCE 


Rwanda has long enjoyed a solid reputation for sound, conservative 
management of its public finances. Budget deficits have tradi- 
tionally remained low, especially by African standards, and scarce 
resources are well managed. Furthermore, the Rwandan Government’s 
external debt position is one of the least burdensome of any 
African country, a function of the government’s policy of 
borrowing as a last resort. 


The Rwandan Government finances were bolstered in 1988 by a 
firming up of coffee prices vis-a-vis 1987 and an infusion of 
foreign aid, including a $24 million grant from STABEX. Total 
revenues decreased only marginally in 1988 while grants increased 
by 40 percent. Total expenditures actually decreased by 

6 percent, and the budget deficit dropped from $173 million to 
$108 million. Net foreign and domestic borrowing decreased by 35 
and 45 percent, respectively. As a percentage of GDP, the 
overall budget deficit decreased from 8 to 5 percent. 


The government’s decision to maintain the fixed price of 125 FRW 
per kilo to coffee producers placed an additional strain on public 
finances. In order to bail out the coffee price stabilization 
fund, the government was forced to borrow $30 million in 1988, and 
$100 million from 1987-89. Total external obligations rose from 
$566 million in 1987 to $654 million in 1988. Servicing 

payments on this debt eased, however, from $24.8 million to 

$24.2 million (about 10 percent of total operating budget 
expenditures). External debt service as a percentage of exports 
held steady at about 14 percent. Internal borrowing also eased 

in 1988, from $63 million in 1987 to an estimated $34 million. 


The public finances picture in 1989 indicates a serious 
deterioration. Although the government is holding the line on 
expenditures, the drastic fall in world coffee prices resulting 
from the collapse of the International Coffee Organization in 
July, combined with import restraints, does not bode well for 
government revenues. Government revenues are generated by import 
duties (40 percent), excise taxes on beer and soft drinks 

(25 percent), and tax receipts from coffee exports (which have 


fallen from 21 percent of total revenue in 1986 to just over 
5 percent in 1988). 


EXTERNAL SECTOR 


Balance of Payments 


Rwanda’s continuing balance-of-payments problems reflect the 
country’s dependence on, and vulnerability to fluctuations in 
world prices for its two main export commodities, coffee and tea. 
Large and increasing overall trade deficits were registered over 
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the 1987-88 period. The trade deficit increased in 1988 by 

6 percent to about $160 million. Exports fell by nearly 

4 percent, to $117 million, while imports increased (in dollar 
terms) from $267 million to $277 million. 


Coffee accounted for most of the drop in exports. Coffee sales 
represent over 80 percent of Rwandan export earnings; 
consequently, any marginal decrease in world prices has an 
immediate negative impact on the country’s external accounts. In 
1988, earnings from tea export rose by 14 percent following some 
recovery in export volume and prices. 


Depreciation of the U.S. dollar in 1988 reduced the Rwandan franc 
value of exports of coffee, and the resulting overvaluation of 
the franc reduced the competitiveness of other exports. Further 
erosion of world coffee prices in the summer of 1989, with the 
likely prospect of continued depressed prices in the absence of a 
new coffee agreement, have darkened the Rwandan export picture 


for the coming year. 

Import controls instituted by the GOR have been effective in 
limiting 1988 imports to their 1987 level, but not without inflic- 
ting serious costs to import-dependent Rwandan industries. 

Foreign Exchange Reserves 


The continuing deterioration of Rwanda’s balance-of-payment 


position has been financed, to some extent, by a drawdown of net 
foreign exchange reserves. These fell from five to three and one- 
half months’ import coverage from 1987 to 1988, and to one and 
one-half months’ coverage in the third quarter of 1989. This 
liquidity crisis has set the stage for talks between the Rwandan 
government, the World Bank, and International Monetary Fund. 


Direction of Trade 


The European Community remains by far Rwanda’s dominant trading 
partner, absorbing over 77 percent of exports and furnishing 

47 percent of imports. The Netherlands take in 25 percent of 
Rwandan exports, followed by Germany with 22 percent. The chief 
supplier of imports is Belgium, with 19 percent followed by Kenya 
(15 percent) and Japan (14 percent). Shipments to the United 
States (primarily coffee) increased slightly in 1988 to $12.9 
million, but fell sharply during 1990, reflecting the sharp 
decline in coffee prices. U.S. exports to Rwanda rose close to 
10 percent, to reach the modest amouont fo $2.4 million. The 
American Embassy in Kigali has noted an increased interest among 
Rwandan businessmen in American suppliers as local prices have 
risen due to bad weather conditions and importers seek to 
diversity their sources. 


LABOR 


Labor force growth far outstrips the Rwandan economy’s capacity to 
generate new jobs. Reliable statistics on unemployment are not 
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available. However, the Ministry of Labor estimates that of the 
75,000 entrants to the labor force each year, fewer than 10 
percent are able to find formal employment. Despite this 
abundance of unskilled workers, skilled and semiskilled labor 
remains in short supply, due to a chronic lack of technical and 
managerial training opportunities. 


The Ministry of Labor is responsible for matching advertised 
employment vacancies with suitable candidates. In practice, 
however, individual firms are not prevented from hiring their 
preferred candidates within the bureaucratic framework 
established by the ministry. The employment of expatriates is 
neither prohibited nor discouraged, although it is expected that 
qualified Rwandans will be selected before others. 


The National Revolutionary Movement for Development, or NRMD, 
Rwanda’s sole political party, has recently established a labor 
organization known as CESTRAR. This organization is still de- 
fining its mandate, but the primary concern appears to be with 
the social welfare of Rwandan workers, and CESTRAR is 
establishing positive relations with employers’ organizations and 
individual enterprises. Strikes are legal in Rwanda, but would 
only be carried out with the blessing of the CESTRAR central 
committee, in effect, the government. 


BANKING SYSTEM AND MONETARY POLICY 


Rwandan monetary policy is conservative. Inflation levels have 


been very low over the past three years, averaging less than 

4 percent. There are three commercial banks operating in Rwanda, 
all tightly controlled by the Rwandan National Bank (BNR). 
Interest rate ceilings (currently 12 percent) and maximum loan/ 
capital ratios are established by the BNR. Import license 
requests are channeled through the BNR. 


The Rwandan Development Bank (BRD), a public institution, offers 
preferential interest rates for projects with a clear development 
impact. The BRD is working to establish new procedures and a 
special fund to support small and medium-scale private enter- 
prises. The Popular Banks (Banques Populaires) are located in 
virtually every commune, and act as small savings and loan 
institutions for the rural population. This rural banking system 
is described as one of the best in Africa, with over 100 outlets 
and approximately $35 million in deposits. The government’s 
Caisse d’Epargne has targeted larger clients and makes loans 
primarily for property improvement and home construction. 


IMPLICATIONS FOR THE UNITED STATES 


Commercial relations between Rwanda and the United States remain 
limited, largely due to the orientation of Rwandan business 
toward traditional European and East African suppliers, as well 
as the high transportation costs associated with U.S. goods. The 
United States purchases some Rwandan coffee (worth about 

$3.4 million in 1989) as well as tea and pyrethrum. The major 
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U.S. export to Rwanda remains used clothing; in this area, 
Rwandan retailers have developed solid relations with U.S. 
suppliers over recent years. 


Rwanda will continue to devote considerable resources to the 
purchase of heavy equipment, light industrial machinery, 
construction materials, vehicles, and other basic goods. There 
is a small but growing demand for computer equipment. However, 
the likely effects of the current balance of payments and 
national budget crisis -- continued government austerity, reduced 
import licenses, and possibly a devaluation -- have dimmed 
prospects for large-scale U.S. exports to Rwanda. Small-scale 
export opportunities exist for U.S. suppliers of basic foodstuffs 
including rice, wheat flour, vegetable oil, and milk powder. 


The Rwandan Government encourages foreign investment and has 
provided generous tariff protection to industries that have a 
potential for import substitution. The Ministry of Industry and 
Artisanry maintains a list of potential investment projects. 

Good prospects exist for labor-intensive investments that require 
low-cost imported inputs. For instance, in 1989 an American 
investor launched a fly-tying operation in Kigali. Raw materials 
-- mainly chicken feathers -- are imported from the United 
States, and the fly fishing lures are exported back to the United 
States. Rwandan officials appear keen to attract U.S. investment 
in the agro-industrial sector. 


U.S. firms already established in the larger East African markets 
may find Rwanda a profitable yet marginal addition to their 
existing sales or production activities. 


U.S. exporters and investors seeking funding information on 
Rwanda should contact either the U.S. Embassy in Kigali on 
011-205-75601 or the Rwanda desk officer at the U.S. Department 
of Commerce in Washington, D.C. on (202)377-0357. 











